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ComTdcatial

The Sovlet Economy

at Midyear 1983 —

A Respite From

the Economic Slowdown -

After several ycars of slow growth, the Sovict cconomy scemis in the midst
of an cconomic rcbound in 1983. On the basis of statistics rclcased by the
Ceatral Statistical Administration for the first scven months of 1983 and
assuming strong agricultural performance, we cstimatc that GNP will
grow by 3.5 to 4 percent—well above the 2-percent rate of growth in 1981
and 1982 azd close to the 4-percent annual ratc of growth implicd by the
1981-85 plan ' ‘ '

All major scctors of the cconomy arc doing better in 1983 than in 1982:

Agriculture is experiencing a recovery from several years of little or no
growth. The best grain harvest in five years is likely, and total farm
output may be greater than the previous high in 1978. '

+ Growth of industrial production is up and may bc around 3 percent for
the year. Although higher than growth rates achieved in the past few
years in industry, this figurs largely reflects a short-term recovery from
the performance in carly 1982, rather than a permancnt upgrading of
industrial efficicncy.

Transportation bottlenecks cased somewhat in the first six months of
1983 comparcd with the same period in 1982,

Food supplies available to the consumer were greater in the first six
months of 1983 than in the same period last year. The USSR stands a
good chance of achieving a record high in per capita consumption of meat
this year, but only if recent high levels of imports continuc. Supplies of
nonfood consumecr goods, however, continue to grow slowly.

Mcanwhile, a higher ratc of growth of state capital investment than
planned in the {irst six months could signal a changc in resource
allocation policy by the Andropov regime.

i Coatrntial
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Although a stronger cconomic showing this ycar could help Andropov
politically, it docs not foreshadow a higher rate of growth through the rest
of the 1980s. Much of the improved cconomic performance—cspecially in
scctors such as agriculturc and transportation—is becausc of favorable
weather conditions, whilc monthly industrial growth is already approach-
ing the trend of the previous five years. The majority of factors constrain-
ing economic growth since the late 1970s—declining increments to the
labor force, slowing growth of the capital stock, raw materials shortages,
and transportation bottlenecks—will not go away in this decade. Nor are
the systemic changes that could produce improvements in efficiency and
productivity to offset these constraints likely ta be made. Consequently,
growth of GNP will likely average about 2 percent per year for the decade
as a whole, compared with 3.2 percent for the 1970s. Swings in weather
conditions could lcad to fluctuations around this trend; this year's projected
3.5- to 4-percent GNP growth is a case in point “ ¥




Contents

Page

Key Judgments

Introduction -

Agricult—urc: A Strong Showing in 1983

Industry: Some Improvement

Enecrgy Sector: Mainly on Target

Transportation: In Better Shape

The Consumer: More Quality Foods Available

Forcign Trade

Investment: Higher Than Plan

Qutlook for the Next Few Years

For Growth

For Reform

satoof ool Sl |l A, =)=

(¢}

Tables

1. USSR: Production of Major Crops

vi

USSR: Civilian Industrial Production

USSR: Production of Major Fuels

SR

USSR: Change in Sales of Sclected Products in State
and Cooperative Enterpriscs :

[+ NP )

USSR: Foreign Trade

USSR: Hard Currency Merchandise Trade

USSR: Capital [nvestment Growth

USSR: Aggregatc Factor Productivity Gruwth

@i~iof

\VoX o -REEN FiNe N

C)nﬂﬂﬁﬁﬁl’-




L
Coefldential

Table 1
USSR: Production of Major Crops

Hllllan mctric toas

1978-82 1981 1982 1983«
o Avcrage
Grain 185.7 158.0% 165.0¢<. 210.0
Sunflower sced 5.0 4.6 53 5.5-6.0
Sugar beets 76.5 60.6 71.0 £0.0-85.0
Vc‘clablcx 27.4 25.6 29.0 28.0-30.0
Potatoes 78.8 72.0 78.0 80.0-85.0
Cotton 9.3 9. 9.3 9.5-10.0

« Estimated.

® Grain production in 1981 was unofficially reported at 158 mitlion

tons.

< The figurc 165 million tons should be considered aur best estimate
of last year's Sovict grain harvest, but onc that is subject to crror.
The maximum range of erroc in our grain crop estimate aver the
past four years has been £ 8 percent, implying & crop in the range

of 152 to 178 million tons. The US Department of Agriculture

curcently estimates last year's crop at 2 somewhat higher figure of

180 million tons.
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The Sovict Economy

at Midyear 1983 —

A Respite Fram

the Economic Slowdown

fatcoduction

Sovict cconomic performance has picked up this year.
This asscssment (1) estimates the extent of the im-
provement, (2) asscsses the reasons for it, and (3)
discusses whether higher cconomic growth is likely to
continue. The asscssment also analyzes General Sce-
rctary Andropov's rolc in the uptura. The analysis is
bascd largely oa recently released industrial produc-
tion statistics for January-July, half-ycarly data for
somc other scctars of the cconomy, and preliminary
CIA projections of Sovict agricultural output.

Agriculture: A Strong Showlng In 1983

A substantial recovery in agriculturc appears to be in
the cards this ycar. Total net farm output (defined as
gross output less feed, sced, and waste) is cxpected to
-increasc by about 7.5 percent, comparced with slightly
more than 3 pereent in 1982 and almost no growth in
1981. Total production of {arm products this ycar
could be about 1 percent above the previous high in
1978. Barring a major dcterioration in weather condi-
tions, a,grain harvest of 210 million tons is likely, the
Lest since the 1978 record of 237 million tons. The
outlook for other major crops—sunflower sced, sugar
beets, vegetables, potatoes, and cotton—is also good,
with production expected ta cxceed the average of
rccent years (table 1)

* The Soviets rarcly (alsify cconomic data. Instcad, they omit.
reclassifly. redefine. and conccal data that they belicve would violate
aational security or prove cmbarrassing. Although official cconom-
ic data acc flawed to somc cxtent by padding and {atentional
distortions, su~* maanipulations occur largely et the local level:
rcporting

_’_"indicalc that flagrand, large-scalc viola-
tions probably arc held to 3 minimum becausc of the ability o
<ross-check data and the nced flor (airly sccurate «nd rcliable
statistics by the planniag apparatus. Ever [ who edmittcd
to couatless distortions of statistics by individual (arms opined that
countrywide agriculturad data probably ace fairty ccliablc

CoafiderriTal

Ia the livestock scctor, meat output from state and
collective farms—which produce about two-thirds of
totul Sovict meat production—rcached a record level
during the first five moaths of 1983. A number of
{actors were at work:

« Reccord harvest procurements of some forage crops
last fall increased fced supplics.

* A mild winter and carly spriag further bolstercd
fced supplics and increased feeding cfficicncy.

« Greater availability of high-protein fceds—particu-
larly soybcan meal and singlc-cell protein—has also
raiscd the amount of product produced from a unit
of feed.

With herd numbers at record levels, the stage is sct

for substantial growth in total mcat production this

year after four years of relative stagnation. Qutput
could reach 16 million tons—S5 percent above the

1979-82 average—if grain production reaches our

current cstimate, at least 20 million tons of grain arc

imported, and amplc supplics of forage crops arc
available through the fall “

Mcanwhile, the Sovictl Food Program continucs to
draw priority attention. A rccent decree revised the
incentives for organizations providing cquipment, fer-
tilizer, and other supplics and services to farms. Its
pritnary purposc is to tic rewards of these organiza-
tions to growth in output and productivity on the
farms they serve. Hcavicr penaltics are prescribed for
delivery of low-quality or unrcliable products as well
as for failure to complete work such as machincry
repair in a timely fashion. The leadership recognizes
that better cooperation between farms and the service
and distribution scctors is essential to achieving the
goals of the Food Program. The decree docs not alter
the dual subordination of scrvicc organizations to the
RAPOs and to the parent ministry or siatc commit-
tce. Therefore. management probicins arc likely to
continue.




c}mdmﬂﬂ/

Table 2
USSR: Cirllian Industrial Production

Percent change *

—

1981 1932 January-July Januacy-July
1982 1983
Civilian industrial production 2.5 22 1.4 39
{ndustrial materials
Forrous metals —0.1 —~0.9 = 1.4. 2.6
Crude stecl 0.} -1.0 —2.0 20 o
Rolled steel 0.1 —~0.9 -1.3 20
Steel pipe 0.5 —2.0 —-1.9 4.8
Major fucis 20 3.0 3.0 26
Coal —1.7 2.0 1.4 -0.5
QOil (inctuding gas Q.9 0.6 0.6 11
candensatce)
Gas 6.9 1.7 8.3 7.3
Elcetric power 2.5 3.0 2.7 3.6
Chemicals 4.0 1.6 1.7 5.4
Wood, pulp, and papsr 23 1.4 1.7 31
products
Construction materials 1.4 —1.4 —2.5 32
Civilian machinery ® 3.4 38 2.8 4.6
food industry 19 2.8 0.9 6.6
Light industry 1.9 -~0.1 0.4 1.6

+ Percent change in output between the comparable period of the
preceding year and the given period.
» Excluding machincry produced only for military uses.

Industry: Some Improvement

After several years of steady decline, the growth of
industrial production appears headed for a slight
upturca this year. Industrial production was almost

4 percent higher in the first scven months of 1983
than in January-July 1982 (tablc 2). This rate of
increasc is mislcading, however. It largely reflects a
recovery from the poor performance at the beginning
of 1982 that was partly caused by widcspread power
outagces that idled a number of plants. In fact,
production of scveral major industrial products such

_2'@“""“‘“‘_/.

as cement, timber, sulfuric acid, iron ore, and crude
steel, after declining in January-July 1982, only re-
turrcd to or slightly exceeded the January-July 1981
levels in January-July 1983. Production of most in-
dustrial commoditics actually began to pick upon a
scasonally adjusted basis in mid-1982, so the overall

" contrast between the twa years will not be so favor-

able by yearend as the gap between 1982 and 1983
production levels narrows (figure 1). We believe that
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Figure 1

USSR: Deviation of Industrial Production Fram Recent Trend®
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Table 3
USSR: Production of Major Fuels

—-—1.98—1 l98_1“ J;nuar)'- January- Planacd Projected
July Juty 1983 © 1983
_ 1982 1983
luding gas condensate) 609 612.5 355 . 359 619 618
g_uilluzt metric tons) _
Coal {millllon ntetric tons) 704 718 423 421 723 716-720
Gas (billion cubic meters) 165 301 287 308 529 530-535

oy

growth in industrial production this year will be about
3 pereent, compared with the 1981-82 average annual
rate of growth of 2.4 pereent.’

The rcbound in industry probably owes much to
better-than-normal winter and spring weather condi-
tions, which permitied some rebuilding of fuel stocks.
Most important, better weather appears to have cased
transportation difficultics, thus rclicving bottlenccks
gencrally. Other factors that may have contributed to
improved industrial performance include recent addi-
tions to capacily, notably in steel and chemicals, and
the much publicized discipline campaign that, with
somc housccleaning in the managerial ranks, may
have provided a opc-time boost to productivity.i

Monthly production of most industrial products re-
turned to the trend of the last five years by April of
this ycar. Particularly significant have been the re-
sults so far this ycar in key industrial sectors, particu-
larly ferrous metals and chemicals. This refiects
‘mainly a S-percent increase in output of stecel pipes, a
9-percent increase in production of mineral fertilizers,
and an 8-percent risc in plastics compared with the
level of the same period a ycar ago. Output of
construction matcrials was also higher. Cement out-
put, in particular, rebounded by 4 percent following a
4-percent drap in the first seven months of 1982.

* This pattern of growth is not new. Industrial growth showed a
similar rcbound in carly 1980 after a dismal performance during
scvere weather in January and February 1979, The risc was short
fived, hcvevee as the increase in production for that ycar (cll below
3 peccer. T

Qnﬁd ntial

Civilian machincry—key to Moscow's program of
industrial modernization—grew by S percent in Janu-
ary-July 1983 compared with 2.8 percent for the same
period in 1982,

Energy Sector: Maialy on Target

Performance in the cnergy sector in the first scven
months of 1983 was on balance favorable. Oil produc-
tion increascd by about 1 pereent during January-July
1983 compared with the first seven months of 1982.
Moscow most likely will mect or come closc to its
1983 production goal of 619 million tons (sec table 3).

Production of natural gas continucd to advancc 4t a
rapid pace, growing by more than 7 percent compared
with January-July 1982. The USSR should have littlc
difficulty in meeting the 1983 production target of
529 billion cubic meters. Pipelaying operations on the
Urengoy-Uzhgorod natural gas export pipeline have
been completed, and cnough compressor stations
should be opcrational in 1984 to handlc Moscow's
new gas export commitments to Western Europe

Coal production probably will fall short of the 1983
target of 723 million tons and could fall below last
year's level. If so, it will mark the cighth consccutive
year in which coal production hes failed to rcach the




plan target..Output in the Sovicts® largest coal-
producing region (the Doncts basin) is falling faster
than Moscow anticipated, and production at many
other basins is stagnating. Even at basins wheee
output is increasing (such as Ekibastuz), expansion
has been much less than planned.

Teansportation: In Better Shape

Railroad bottlenccks, which have been a major factor
in the decline in industrial growth in recent years,
cased somewhat beginning in carly 1983. The rcla-
tively mild weather expericnced so far this year in the
Sovict Union, together with the tap-level attention
given this scctor by the Andropov regime, has resulted
in a 3-pereent increasc in rail {reight turnover in
January-Junc 1983, compared with the first six
months of 1982 (rail freight turnoves fcll by over |
percent in 1982). A campaign to calist industrial
cnterprises and other shippers in the repair of dam-
ayed {rcight cars also was instituted and may have
helped some. A downturn in growth in the sccond
quarter of 1983, however, suggests that the rail
system is still in trouble (scc figurc 2). Freight car
shortages and rolling stock maintenance problems
continuc to plaguc the system and may slow growth in
the sccond half of the yeuar and beyond.

.

The Consumer: MMore Quality Foods Arallable

Food shortages have cased this year, although not
enough fo permit relaxation of the informal rationing
system for sclected food items that has spread
throughout the USSR since 1980 {© T sur-
veys of collective farm markets and state stores, for
instance, have shown increased supplics of most food-
sluﬂ'sf reporting also suggests that in many
regions the food shortages prevalent since at least
1980 have become less scvere

Rccord vegetable and fruit crops last year augmented
by unprecedented imports of fresh fruit kept supplics
up through last winter and this spring. Milk produc-
tion in the socialized sector increased by a robust

10 percent during January-Junc relative to the first
hal( of 1982. If the pickup continucs, most of the

gpnﬁdsﬁm‘
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Flgurc 2
USSR: Devlation of Railroad Freight
Turnover From Receat Tread

Pceccat
4

1978-32 teend

1982

decline in per capita consumption of milk in the tast
two ycars may be offsct this year. Furthermore, if
meat production in 1983 rcaches 16 million tons and
imports approach last year's ncar-record level, per
capita intake would increase by about 2 kilograms or
3 percent over the high point of the late (970s.

Mecanwhile, Moscow is having troublc in providing
adcquate supplies of nonfood consumer goods. Retail
trade turnover in real terms grew by 1.6 perceat in the
first six months of 1983 comparcd with the first half
of 1982 (tablc 4). The low growth in retail sales, which
datcs from 1982, reflects in part the unavailability of
some goods becausce of production problems in the
fight and consumer durablcs industrics. The produc-
tion of textiles, for example, has been hampered in
rccent years by shortages of some varictics of cotton.
A possible further cutback in the sale of alcohelic
beverages—which currently constitute ncarly onc-
{ilth of Soviet retail salcs—may also be responsiblc.

W
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Table 4 ~ Percent Table S Billion US § +
e
USSR: Change {n USSR: Forelgn Trade
Sales of Selected Products in State
and Cooperative Eaterprises « -
1981 1982 fs(Half  tst Half Jan-Jun
________ _ 1982 1983 1980 1981 1982 1982 1983
Totat retail trade tucnover 41 0  Na 1.6 Total
Foodstuffs i Exports 764 794 810 41T 454
Mcut and meat 25 3110 3.0 Imports 68.5 7321 777 424 437
products - =l
- ~ Balance 7.9 6.3 9.4 —0.7 1.7
Whole mitk 1.4 R S 1.0 6.0 - - -
products Ccmmunist countries .
 Vegetables S 1.0 4.0 —10 13.0 Exports 44 434 410 230 26.0
Fruit 20 190 320 5.0 {mports 363 371424 227 241
Potatocs —30 100 120 10 Balance St 6.3 4.5 0.3 1.9
Nonfood items Developed West —_
Clothes and 60 0 20 1.0 Exports 4.5 239 259 127 124
textiics B {mports 242 252 260 146 145
liqi_lchu 5.7 32 6.0 —2‘:9__‘ Balance 0) —-13 —-0.1 =20 -—-2I
Leather footwear 90 1.0 40 —~2.0 LDCs
Refrigerators and 20 -50 -20 -1lo0 Exports® 10.5 2.1 14.2 6.1 6.9
(reczers : Imports 79 108 9.2 49 S
Pasicnger cars 186 O 4.0 2.0 Balance ) 16 1.3 5.0 13 1.8
Bicyc‘ljcs and - =09 6.4 6.0 —20 « The following ruble/dollar exchange rates were used: 1980—
mopecs 1.540, 1981—1.391, 1982—1.377, Jan-Jun 1982—1.395, Jan-Jun
~Soapand 2¢ —-5.0 —30 —4.0 1983 —1.38).
detergents ® {ncludes sales of military equipmeat.

« Constant prices.

Such salcs declined by 4 percent last ycar. Imports of
consumer goods, which account for about one-seventh
of total Sovict retail sales, also declined in 1982 and

may‘havc fallen in the first six months of 1983 as wcll.

Forelgn Trade

The Sovict balance on merchandisc trade moved from
a $700 million (500 million rubles) dcficit in the first
half of 1982 to a $1.7 billion (1.2 billion rubles)
surplus in the first half of 1983, as imports grew at
about a third of the rate of exports—3 and 9 pereent,
respectively—in nominal terms (table 5). Most of the
risc in the valuc of both exports and imports resuited

Copfldentta™

from increascd trade with Communist countries.
Trade with the LDCs accounted for all the remaining
growth in both exports and imports. In rcal terms, we
cstimate growth at roughly 1 percent for imports and
S percent for exports.

The USSR's success during 1982 in reducing the nct
outflow of merchandisc to the Communist countrics
was reversed, at least temporzrily, in the first half of
1983. Exports to these countrics rose by roughly 5
percent in real terms, while growth of rcat imports
from Communist countrics slowed considerably ia
January-Junc to 2 percent. This reversal may subs.de
somcwhat in the sccond half of the ycar. Wc belicve




Table 6 Billica LS S
USSR: Hard Currency

[tderchandise Trade

1980 1981 1982 JanJun
1982 (9834
Exports 3.6 238 265 13S 136
Trnports 264 278115 1571 - 158
T Batance Z2.5 —40 10 -22 —22
« Estimate.

cxport growth will slow as the USSR holds down
dcliverics to Communist countrics. Total import

growth could pick up as thc USSR presses these
countrics to step up their deliverics. -

The USSR's hard currcncy position—which had
turncd around in 1982 after dcteriorating sharply in
1981 —showed littlec change in the first half of 1983
(tabdlc 6). The estimated $2.2 billion hard currency
merchandise trade dceficit equaled that of the first half
of 1982. In rcal terms, exports to the devcloped West
rosc by an estimated 3 to 4 percent, despite a probable
drop in the volume of oil sales. We belicve it tikely
that the volume of oil cxports to the hard currcney
Organization for Economic Coopcration and Develop-
ment (OECD) countrics in the first half of 1983 was
somewhat below the 1.3 million b/d level of the first
half of 1982. Becausce oil prices were down some

8 pereent during January-Junc 1983, the valuc of oil
cxports to OECD countrics may have been 10 percent
lower in the first half of 1983 compared with the first
half of 1982. Exports of nonoil commodities made up
for the possible decline in the volumc of oil exports
and appear to have incrcascd substaatially in both
volumc and valuc. On the import side, the USSR was
successful in holding down real import growth to

| percent. A roughly 20-percent drop in the volumc of
grain purchases was more than offset by increased
purchascs of pipe, machincry, and cquipment and of
I ibvan oil for resale to Sovict customers in the West.

Net liabitities to commercial banks, meanwhile,
dropped slightly in the first quarter of 1983 and may
not havc changed much in the sccond quarter. Debt

;gnndmﬂf

outstanding on credits backed by Western govern-
ments prabably incrcascd somcewhat as imports of
machinery and equipment for the pipcline continued.
By the end of Junc, total net hard curréncy debt
probably stood at about the yearcad 1982 lcvcel of
$10 billion. ¥

The curreat merchandise trade surplus could deterio-
ratc in the sccond half of the year. We bclicve total
cxport growth may slow as the USSR holds down
dcliverices to Communist countrics reflecting the
Sovict policy of reducing the surplus in trade o

- Eastern Europe. Oil exports to the West will continuce

10 stagnate as growth of domestic production slows.
Total imports, on the other hand, may pick up il
Communist countries arc able to step up their deliver-
ics. Imports from non-Communist countrics probably
will continuc at about the 1982 lcvel as a probable
reduction in grain purchases is offsct by continucd
increases in machincry and cquipment imports. -

The hard currency merchandisce trade deficit for 1983
may be slightly higher than the $1 billion in 1982 as
both cxports and imports stagnatc. Although dcliver-
ics of major weapon systems to the hard currency
LDCs probably will fall below last year's rccord high
of $5.9 billion, nct outlays on invisibles, credits ex-
tended, and other items probably will not exceed the
$3.6 billion level of 1982. Thus, the Sovicets probably
will be able to hold borrowing down through the end
of the year =~

Investment: Higher Than Plan

Statc capital investment-—which makes up about

90 percent of total capital investment—incrcased by
6 percent in January-June 1983 comparcd with the
first half of 1982. The acceleration in investment has
been made possible by increased availability of invest-
ment goods—machinery and cquipment and construc-
tion matcrials. Soine of the growth in investment is
also the result of an increase in nct imports of
machiaery and cquipment in 1982 (hat arc just now
being assimilated into Sovict industry. Imports of
machinery jumped 37 percent in 1982, If the present

(;)nﬁdﬁ{fm




Table 7
USSR: Capital Investment Growth

Average aanual perceat

1976-80 1981 1982
Total capltat 3.4 38 20
{avestovent
Statc capital 37 42 22
investment

ratc of investment is sustained for the remainder of
the year, total investment growth could cxceed 4
percent—inarkedly higher than the rates achleved
during the first two years of the 1981-85 Plan period,
as shown in the table above

The increasc in total investment targeied for 1981-
85—an average of less than 2 percent per year—is the
lowest in the post—World War I{ cra. Conscquently,
the goals for growth in GNP implied by the 1981-85
Plan depend on substantial increascs in productivity.
But the assumption that higher productivity and
acceptable rates of cconomic growth are compatible
with reduced growth in investment has been publicly
challcnged in the USSR for at least two years,
notably by prominent cconomists. The gist of their
argument is that capital cquipment, particularly ma-
chinery, is the principal instrument by which produc-
tivity is raised. The sharp incrcasc in state capital
investment growth during the first six months of this
year could mean that the proponcats of higher invest-
ment growth may be winning out.’ It is unlikely,
however, that greater investment can significantly
stimulate productivity without major improvements
both in the quality and mix of machincry produced for
investment and in the <ven-<s criteria by which plant
managers are judged. -
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Figure 3
USSR: Increments to the Working-Age
Population (Males 16-59, Females 16-54)
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Qutlook for the Next Few Ycars

‘For Growth

A stronger cconomic showing this ycar would help
Andropov politically. However, this ycar's anticipated
pickup in GNP growth is not likcly to be sustained
over the longer term. The problems that have curbed
growth since the late 1970s have not gone away; some
of them, in fact, are just now rcaching pcak scverity.
For.example, the net increment to the working-age
population this year—Ilcss than 400,000 pcrsons—awill
be lower than at any time in the last two decades (sce
figure 3). Additions will continue to decline through
1986 and then risc only slightly for the rest of the
decade. Growth in the stock of reproducible fixed
asscts (capital stock) will also decline during the
1980s, assuming that capital investment continucs o
incrcase at the average annual ratc of almost




3 percent in 1981-82 (versus about 6 percent a ycar
through much of the 1970s).* A risc in investment at
3 percent a ycar coupled with an expected average
annual risc in ecmployment of about 0.7 percent and
no change in land would yicld a risc in combined
fabor, capital, and land inputs of almost 2.5 percent a
year in the 1980s, compared with an average annual
incrcasc of ncarly 4 percent in the 1970s.> Conse-
quently, if—as we expect, for rcasons cxplained be-
low—productivity of land, labor, and capital com-
bined remains flat or declines (as it has for over a
decade), growth of GNP would average about 2
percent a year through the 1980s. )

Wec consider that GNP is in fact likely to increase at
this ratec. We do not rulc out the possibility, however,
of swings around this trend duc to fluctuations in
wcather. This yecar is a casc in point. A trend growth
much over 2 percent would require one or more of the
following unlikely developments:

Extraordinarily good luck with the weather. To help
maintain growth at this year's high rate-—not mcre-
ly to sustain output at the higher levels being
rcached this year—would require steadily improv-
ing weathcr, not just continuation of this ycar's
favorable conditions, for & prolonged period.

A.sharp and sustained increase in the quantity and
quality of capital investment. Given the stock of
capital now in place, the quantitative incrcase would
have to be extremely large to markedly raisc the
growth ratc of combined land, fabor, and capital
inputs above the almost 2.5-percent-a-ycar increcascs
projected above, particularly if qualitative changes
arc slow to materialize. Thus, even if total invest-
ment grew at an annual rate of 6 percent—as state
investment did in the first half of 1983—for the rest
of the 1980s, combined inputs would grow at about

* Even if the rate of investment were increesed to 4 percent per year
for the rest of the deeadc, growth in the capital stock (curcently
about 6 percent per year) would continuc o decline uatil at fcast the
tate 1980s (when both investment and capital stock then would be
growing at the samc rate). lavestment is 1 “flow’ concapt as
comparcd with the measurc of capital stock

* lnputs of man-hours, capital, and land arc combined using weights
of 55.8 pcreent, 41.2 percent, and 3.0 pereent, respectively, in a
Cobb-Douglas {lincar homogcncous) production function. These
weights represent the distribution of labor costs (wagces, ather
incomc, and social insurance deductions), capital costs (depreciation
and a calculated capital charge), and land rent ia 1970, the basg
yere for all indcxes underlying the growth rate calculations. 7~
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Table 8
USSR: Aggregate Factor
Productivity Growth

~uie Average anaual
nercent change

1981-82

1966-70 1971-75 1976-80
GNP = 3.3 3.7 2.7 2.1
[aputs of land, 4.1 4.2 3.6 31
labor, and capital
Factor L1 —0.5 —0.8 —-1.0
productivity

2.75 percent annually. Even if the lecadership has
boosted original investment targets, it is unlikely"
that & 6-percent rate of increasc in total investment
would or could be sustained indcfinitely, since it
would (1) entail significant rceductions in the growth
of consumption or defensc or both, and (2) require
much morc rapid growth in the production of
machinery and equipment than we judge is feasible,
based on the capabilities of the machine-building
scctor, for the rest of the decede.

A reversal of the decline in productivity of land,
labor, and capital combined that dates from the
1970s. With the growth of land, tabor, and capital
combined esscntially limited to almost 2.5 percent
annually, productivity would huve to risc at least 1
to 1.5 percent a year to maintain 3.5- to 4-percent
annual growth. But combined productivity of labor;-- -
capital, and land has been decreasing for over a
dccade (sce table 8).

The likelihood that the Sovicts can recapture the
productivity gains of the tatc 1960s scems small,
primarily becausc the Andropov regimec—as discussed
below—scems unlikely to take sufficicntly bold and
radical steps. Ncither draconian steps to {orce greater
effort nor 8 major systemic overhaul nccessary to
cstablish 2 ncw and higher growth trend is politically
feasible. p .
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For Reform

Thus (ar the policics laid down by the new leadership
arc well within the bounds of thosc cstablished during
the Brezhnev years. Though the Scerctary General
has been very candid in acknowledging his dissatisfac-
tion with the performance of the cconomy and has
cncouraged wide-ranging public discussion and dc-
bate on how to improve its organization and manage-
ment, most of Andropov's statements and actions
suggest that he will emphasize continuity or, at most,
slow and limited change. ¥

The major new clement of cconomic policy this year is
the discipline campaign, which Andropov introduccd
1o prevent and punish corruption and violation of work
rules. In theory, the campaign is aimed at tighter
discipline in management: some allcgedly corrupt or
incompetent officials have in fact been fired. To date,
however, it has been dirccted mainly against bluc-
collar workers. Both intcrnal sccurity forces and
militia tcams, for instance, have been used to get
laggards off the strect and back on the job. A sccond
phasc in the carpaign began this August when a
decree was published introducing sanctions—loss of
vacation and pay and even dismissal—-against labor-
crs illegally absent from work or intoxicated on the
job. The sanctions scem limited and mild, however.
Workers who are absent without leave will losc one
day of vacation for cach day abscnt, but total vacation
time may.not be reduced below 12 working days. '
Since vacation time for over 80 porcent of Sovict
workers ranges from 15 to 24 days, penalized workers
would gencrally lose lcss than half of their normal
leave.

In a move that they hailed as a major step in the
dircction of cconomic change, the Sovicts recently
announced an “‘cconomic cxperiment” to be intro-
duced at.-five industrial ministrics in 1984 and de-
signed to stimulate productivity and technological
innovation. The major fecatures of the experiment
includc closely linking carnings of the participating
cnterprises to their performance; giving the enter-
priscs greater autonomy in formulating plans and
disposing of thcir carnings; and simplifying and alter-
ing the ““success indicators’ (performance criteria) by
which ¢nterprises are judgec

Ccmﬁdc’nﬂ?

Despite the importance the regime appears o have
attached to it, the cxperiment scems significant main-
ly in highlighting how limited and slow ccoremic
change is likely to be in the USSR. First, the
cxperiment is to be restricted to a smatl number of
catecprises. Sccond, the decree establishing the cx-
periment and subsequent discussions have made clecar
that it is not intended to weaken central dircction of
the economy but only to give enterprises more leeway
(o raise efficiency in implementing ceatrally deter-
mincd plans. And, third, the innovations the experi-
xent will introduce arc in fact variations of cstab-
lished practices or of other “experiments™ of long
standing.

For example, allowing cnlerprises 1o usc savings
achicved through greater efficiency to raisc workers’
carnings appears (o be essentially & continuation of
the so-called Shchekino experiment introduced many
ycars ago. Furthermore, the fact that cnterpriscs
participating in the experiment next year will have to
invest some funds at their disposal in projccts they
initiate to improvc technology docs not scem to repre-
sent & major cxpaasion of enterprise rights. Enter-
priscs have long been cntitled to use some of their
carnings for capital expenditures they themselves
decide on. The restructuring of the success indicator
system called for in the decree outlining the experi-
ment also promiscs nothing essentially new. The
number of targets the participating caterprises must
meet is 1o be reduced, the norms for mecting these
targets arc to be more systematically calculated by
the central authoritics, and salcs bascd on contractual
obligations will become the prime success indicator.
But the Sovicts have been playing musical chairs with
performance indicators since the 1960s. The measurcs
of managerial performance always arc in part contra-
dictory, and managers learn to work the system in
ways that benefit them but that run counter to the
objectives of planners in Moscow

Further cxperiments evidently arc forthcoming. In a
major spcech before a mecting of senior party officials
on 15 August, General Sccretary Andropov expressed
discontent with the pace at which the cconomy is




improving and the current lack of vigor in the scarch

_for solutions to its problems. He underscored the
necessity for changcs in planning, management, and
incentives before the start of the next five-ycar plan.
Andropov atressed, however, that changes should be
undertaken carcfully and only after “unhurricd™ cval-
uation of largc-scale cxperiments, suggesting that
other reform-type measurcs are not likely to be very
bold

One of the most interesting pleas for reform that has
surfaced is contained in a paper recently written by
members of the Siberian section of the Academy of
Sciences and dclivered in April at a symposium
organized by the Academy of Sciences.® The report
points to centralized planning and cxcessive burcau-
cracy as the maln causcs of the recent slowdown in
cconomic growth. According to the text,

The deepening of reglonal, branch, and economic .
disproportions in the economy of the USSR most
clearly testify to the exhaustion of the abilities of
centrclized adminisirative direction of the econo-
my and 1o the necessity of more active use of
“automatic’’ regulators/balancers of production,
which are associated with the development of
market relations.

The paper is critical of bureaucracy and official
ideology that hinders mcaningful change, but aside
from & suggestion that the role of ministrics be
reduced and their personncel cut, no concrete policy
recommendations arec made. Furthermore, the criti-
cisms and idecas in the paper are evidently not support-
cd by high-level Sovict policymakers. For cxamplc,
Gosplan chicf Baybakov publicly attacked the report
not only as out of line with leadership vicws but as
“factually inaccurate.” Other subscquent discussion
in the Sovict press has been marked by strong de-
fenses of central planning and rcjection of reliance on
automatic levers

* The cuthors arc sociologists in an institutc hcaded by the promi-
neat cconomist Abel Aganbegyan, whose incisive criticism of the
USSR's cconomic failing< b~- ~gitated Sovict officials from time to
time {or almost 20 year:

Coa Hat™

On balance, ncither the disciplinc campaign nor cco-
nomic reform will have much impact an cconomic
performance during the remainder of the 11th Five-
Year Plan period. The fact that Andropov has moved
so cautiously since assuming power mcans that cco-
nomic reform is still a contentious issuc in the USSR.

* Morcover, the improved cconomic performance’ in

1983 may cven reduce the pressure for cconomic
change. at least in the short run. Any changes that are
introduced, therefore, are likely to be slow in coming
and of limited applicatior




